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The Bureau of Business and Economic Research is the research and public 
service branch of The University of Montana's School of Business 
Administration.
The Bureau is involved in a wide variety of activities, including economic 
analysis and forecasting; health care, forest products, and manufacturing 
industry research; and survey research. The latest information about these 
topics is published regularly in the Bureau's award-winning magazine, the 
Montana Business Quarterly, which is partially supported by Wells Fargo.
The Bureau's Economics Montana forecasting system provides public and 
private decision makers with reliable forecasts and analysis. These state and 
local area forecasts are the focus of the annual series of Economic Outlook 
Seminars, cosponsored by First Interstate Bank, the Bureau, and respective 
Chambers of Commerce in Billings, Bozeman, Butte, Great Falls, Helena, 
Kalispell, and Missoula.
The Montana Poll, a quarterly public opinion poll, questions Montanans 
about their views on a variety of economic and social issues. The Bureau also 
conducts contract survey research and offers a random-digit dialing program for 
survey organizations in need of random telephone samples.
The Health Care Industry Research Program examines markets, trends, 
industry structure, costs, and other high visibility topics in this important 
Montana industry.
Research on the forest products industry has long been an important part of 
Bureau operations. While emphasis is placed on Montana's industry, the 
cooperative research with the U.S. Forest Service involves most of the western 
states. A recently-formed research consortium including the Bureau, the 
Forest Products Department at the University o f Idaho, and the Wood 
Materials and Engineering Laboratory at Washington State University 
addresses forest operations and utilization problems unique to the Inland 
Northwest.
The Bureau, in cooperation with Montana Business Connections, recently 
expanded the scope of its ongoing wood products manufacturing research to 
include all of Montana's manufacturing industries. Through this program, a 
comprehensive statewide electronic information system will be developed.
Bureau personnel continually respond to numerous requests for local, state, 
and national economic data. Don't hesitate to call on Bureau staff members if 










The Montana Business Quarterly (ISSN0026-9921) is published four times a year by the Bureau o f  Business and 
Econom ic Research and is a service o fT h e  University o f  Montana-Missoula- T h e subscription rates for the 
Quarterly are $35 per year, $65 for two years, $90 for three years, and $ 10 per issue. Periodical postage is paid in 
Missoula, M T  59812. POSTMASTER: Send address changes to  the Montana Business Quarterly, Bureau o f 
Business and Econom ic Research, T h e University o f  Montana, Missoula, M T  59812.
Contents o f  the Quarterly reflect the views and opinions o f  the authors and d o  not necessarily represent those 
o f  the Bureau, the School o f  Business Administration, or the university. T h e contents o f  this publication may 
be reproduced without the consent o f  the publisher and/or authors. Proper credit should be given to the 





The Montana Business Quarterly is available on  microfilm from University Microfilms, 300 N. Zeeb Rd., Ann 
Arbor, M I 49106.
Reprints o f  the articles are not available, but additional copies o f  the Quarterly can be secured at $10 per copy- 
A ll inquiries regarding subscriptions, publications, etc., should be addressed to: Montana Business Quarterly, 
Bureau o f  Business and Econom ic Research, The University o f  Montana, Missoula, M T  59812, (406) 243-5113.
JOHN TOOKE 
Miles City
The University o f Montana 
Bureau of Business and Economic Research presents the 
30TH ANNUAL MONTANA ECONOMIC OUTLOOK SEMINAR
HIGH TAXES, LOW TAXES 
What’s Next for Montana?
Program: i
i
Two decades ago, Montana’s taxes ranked fifth highest in the nation. Today, our taxes • 
are the 39th highest, dedining from  12  percent o f taxpayers' income to  10  percent.
O u r state has seen many other changes in the past 20  years. ■i
i
In previous years, for example, Montana collected significant amounts o f m oney from  ■ 
natural resource industries -  about as much as other states received from  a general 
sales tax -  but now resource revenues are only about 6  percent o f total taxes. As i
natural resources taxes dedined, w e gradually became m ore dependent on residential 
and commercial property taxes, which have m ore than doubled from  27  percent o f i
the tax base to  60  percent. O th er changes indude tax cuts on business equipment, 
increases on cigarette and m otel excise taxes, and increases on property taxes. In «
January, low er income tax rates take effect, partly offset by deductions on federal 
taxes. Despite these many changes, Montana remains one o f the five states w ithout a i 
general sales tax and has not enacted fundamental tax reform . Is now  the time?
i
Douglas Young, the state’s leading tax expert and Montana State University professor, 
will present an overview o f Montana's changing tax structure and discuss options fo r i
reform  at the 30th Annual Economic O utlook Seminars held in nine cities throughout 
the state. i
As in past years, the seminar will highlight the latest economic trends and explain w hat i
they mean for our state. Recent trends and the outlook for Montana’s im portant 
industries will also be examined in detail. O u r luncheon speaker will feature Tina i
Begay, executive director o f American Indian Business Leaders, w ho w ill discuss 
dynamics and unique cultural characteristics o f American Indians and how  Montana i
businesses can best incorporate them  into their operations.
Questions?
Call (406) 243-5113 
or visit our Web site at www.bber.umt.edu
REGISTRATION FORM
Complete form, detach, and mail with payment to: 
Bureau of Business and Economic Research 
Gallagher Business Building, Suite 231 
The University of Montana 
Missoula. MT 59812-6840
Locations:
□  Helena 
January 25, 2005 
Great Northern Hotel
□  Great Falls 
January 26, 2005 
Holiday Inn
□  Missoula 
January 28, 2005 
Holiday Inn Parkside
□  Billings 
February 1,20 05  
Northern Hotel
□  Bozeman 
February 2, 2005 
Holiday Inn
□  Butte 
February 3, 2005 
Ramada Inn Copper King
□  Kalispell 
February 8, 2005 
WestCoast Kalispell Center 
Hotel
□  Sidney 
March 8, 2005 
Elks Lodge
□  Miles City 
March 9, 2005
Town and Country Club
Name __________________________________
T itle___________  . .
Organization ____________________________
Address________________________________
C ity ______________________________  State
Phone____________________________ Zip _
Payment:
□  Check endosed
(Payable to: Bureau of Business & Economic Research)
□  Credit Card (Visa, MasterCard, Discover)




□  $70 registration indudes seminar, proceedings, lunch, and 
a one-year subscription to  the Montana Business Quarterly
□  $20 processing fee for continuing education credits:
□  Montana Sodety o f CPAs, 4 credits
□  Montana Board o f Real Estate Appraisers, 4 credits
□  Montana Board o f Realty Regulation, 4 credits
□  Institute o f Certified Management Accountants,
4 credits
□  Society o f American Foresters, 4 credits
□  Montana Insurance Continuing Education Program,
2 credits, (pending)
□  Montana Teacher Professional Renewal Units,
5 credits
□  Montana Board o f Social W ork Examiners and 
Professional Counselors, 5 credits
Obesity and Poverty:
Major Concerns for Montana's Children 
by Steve Seninger and Daphne Herling
/S? Montana's Changing Mix of Taxes
’ ^  by Douglas ]. Young
P  P  Rural Development 
An Oxymoron?
by James T. Sylvester
Cover Design by Gwen Landquist
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for Less Risk?
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Franchising in MontanaMore Profit for Less Risk?
by Amy Joyner
S ince the first settlers made their homes among the trees and upon the prairies, Montana’s economy has relied on the entrepreneurial spirit. Today, entrepreneurs continue to change the face of Montana marketplaces, with franchised busi­
nesses joining — and oftentimes, replacing — the traditional 
mom-and-pop shops.
Chances are the new coffee and doughnut shop, dine-in 
restaurant, and fitness center opening in your city are part of 
nationwide franchises. Montana Business Quarterly has 
watched diis evolution and has talked with a number of 
phtrl^ enm rs who invested in franchised businesses. How
did they decide to contract with a particular franchisor? Are 
they succeeding? Is franchising worth the loss o f managerial 
independence?
A Safer Bet?
“People wonder why we don’t see more o f the franchises 
we see in other states,” says Jeff Shay, a professor in The 
University o f Montana’s School o f Business Administration. 
Because trends seen elsewhere are almost always precursors 
to eventual growth in Montana, expect new franchised 
businesses, he says. Be patient, Shay counsels. They’re 
coming.
F r a n c h i s i n g
Franchising
Franchise Facts
•  Th ere  are  7 6 7 ,4 8 3  franchised business estab lishm ents in th e  U n ited  S ta tes .
• Franchised businesses provide 9 ,7 9 7 ,1 1 7  jobs and em ploy 7 .4  percent o f th e  
national p riva te-sector w o rk  force.
• Franchised businesses supply an annual payroll o f $229.1  billion, o r 5  percent 
o f all p riva te-sector payrolls in th e  U n ited  S ta tes .
• Franchised businesses produce goods and services w o rth  $ 6 2 4 .6  billion per  
year, o r 3 .9  percent o f p riva te -secto r ou tput in th e  U nited  S ta tes .
•  In every  line o f business, th e re  are  m ore establishm ents th a t are  ow ned by 
franchisees than by th e  franchisor.
• Business S erv ices accounted fo r  m ore establishm ents, m et a g re a te r  payroll, 
and generated  m ore ou tput than any o th er single line o f business. Q uick  
S erv ice  R estauran ts hired m ore people.
•  Franchised estab lishm ents a re  th e  g rea tes t percentage o f all line-of-business  
estab lishm ents in Q u ick S erv ice  R estaurants, Lodging, and R eta il Food.
Source: 2004 IFA Educational Foundation.
At UM, Shay teaches entrepreneurship at the under­
graduate and graduate levels, and includes franchising in his 
coursework. Shay received his bachelor’s degree in business 
from Babson College and earned his doctorate at Cornell. He 
also teaches during the summer at the London School of 
Economics.
“A lot of people don’t consider franchising a form of 
entrepreneurship,” Shay says. But it is, he insists. “It just 
takes some of the risk out.”
In one of his UM entrepreneurship courses, Shay explains 
what franchising is and isn’t. He quotes author William D. 
Bygrave, who defines a franchise as a “business opportunity 
by which the owner, producer, or distributor (franchisor) of a 
service or trademarked product grants exclusive rights to an 
individual (franchisee) for the local distribution of the product 
or service, and in return receives a payment or royalty and 
conformance to quality standards.”
That one definition applies to two types of franchises: the 
business model franchise and the product distribution format. 
A “business format” model is by far the most common, 
offering the person buying into the franchise use of a trade­
mark and logo, as well as access to a proven way of doing 
business.
In fact, it’s Americans’ love of recognized brands that has 
brought franchising to the pinnacle it occupies today. People 
like knowing that a Grand Slam Breakfast at Denny’s tastes 
the same in Portland, Ore., as it does in Portland, Maine.
A business format franchisee receives assistance in 
selecting an appropriate, and acceptable, site for the busi­
ness; hiring and training personnel; setting up the business; 
advertising; and product supply. For these services, the 
franchisee pays an upfront fee. Many are contracted to pay
an on-going royalty that enables the franchisor to provide 
continuing training, research, and development.
Shay sees business format franchising as a safer bet for 
many investors because of the assistance provided from the 
start. “Why would you reinvent the wheel if someone else 
has already done that?” he asks.
The product distribution format allows a business owner 
to be identified with the manufacturer/supplier, such as an 
equipment dealer. The contracted arrangement is less strict 
and the franchisor provides far fewer services and less 
business development support. It is basically a way for an 
individual business to take advantage of brand recognition.
Montana Business Quarterly found that before the late 
1950s, franchising was virtually nonexistent nationwide and 
in our state. Soft-drink bottlers and gas stations were a few of 
the first businesses to use the franchise format to sell their 
products and services.
Franchises Everywhere
The International Franchise Association, the industry’s 
leading trade group, explains that franchising provides 
entrepreneurs with an affordable way to accelerate expansion 
and achieve goals more quickly. And all this is accomplished 
with the investor assuming far less risk. The IFA also points 
out that franchisees have a head start because of the support 
provided by the franchisor. Franchising is, the IFA says, 
“being in business for yourself, but not by yourself.”
The IFA counts economic results both inside and outside 
of franchising, and reports that franchised businesses in the 
United States produced:
• 18,121,595 jobs, or 13.7 percent of private-sector 
employment;
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• $506.6 billion in payroll, or 11.1 percent of private- 
sector payrolls, and;
• $1.53 trillion in output, or 9.5 percent of private-sector 
output.
The IFA Educational Foundation has completed further 
research showing that in 2000 most analysts estimated that 
franchises accounted for $1 trillion in annual U.S. retail sales 
from 320,000 small businesses in 75 industries. Moreover, 
they say franchising accounts for more than 40 percent of all 
U.S. retail sales. Those analysts estimate that franchising 
employs more than eight million people, a new franchise 
outlet opens somewhere in the United States every eight 
minutes, and about one in 12 retail business establishments is 
a franchise.
But franchising’s reach extends well beyond the United 
States. Entrepreneur Magazine recently reported that franchis­
ing is now a global contender -  even though it was virtually 
nonexistent when Entrepreneur published its first Franchise 
500 list in 1980. The IFA notes that during the past decade, 
almost half o f all units established by U.S. ffachisors were 
opened outside of this country.
In Montana, 2,974 franchised businesses employed 31,370 
people in 2001, with an annual payroll o f $587 million. The 
IFA also estimates that more than 57,000 Montanans were 
employed as an indirect result o f those franchises operating 
in the state. That equates to 15.5 percent of Montana’s work 
force, which is higher than in many states. IFA research 
shows that jobs created by
franchising account for 
at least 10 percent of 
a state’s private- 
sector work force in 
46 states.
PostNet
As his newly opened Missoula franchise, PostNet, John 
Yovetich is not counting employee numbers yet. The 1985 
University of Montana graduate and his wife, Linda, are 
operating their packing, shipping, and printing business with 
just one part-time employee until volume increases. The 
couple recently returned to John’s native Missoula after he 
was laid off from a high-tech job with IBM in Arizona.
“Since I hadn’t run a business before, I thought a franchise 
was the answer,” Yovetich explains. He first looked into fast- 
food franchises like sandwich shops or Mexican restaurants. 
The research showed him that those options would come 
with a tremendous task of work force management.
Shipping businesses then grabbed his interest. But his No.
1 competitor, The UPS Store (formerly Mail Boxes Etc.) was 
not for sale in Missoula. When he found that the PostNet 
franchise was available in Missoula, he inquired. PostNet is 
second only to The UPS Store in their business category. 
With The UPS Store offering limited shipping options, he 
thought PostNet could be a good competitor by offering 
Federal Express and U.S. Mail services. Copying and printing 
are also provided.
When investigating PostNet, the Yovetiches paid particu­
lar attention to the Uniform Franchise Offering Circular 
(UFOC). This document fulfills a federal mandate by 
requiring that franchisors provide a disclosure document for 
any prospective franchise purchaser before he or she buys a 
franchise. The UFOC discloses required fees, basic invest­
ment, bankruptcy and litigation history o f the company, how 
long the franchise will be in effect, a financial statement of 
the franchisor, and earnings claims.
“It was overwhelming. There was just so much informa­
tion,” Yovetich says o f the UFOC. “It really helped me fine- 
tune a budgeting process and my initial investment.” After 
digesting the information, the couple was willing to comply
with the corporate controls and procedures, and felt 
secure that they would receive the security, training, and 
marketing power o f the franchised trademark.
Since opening last May 27, PostNet’s business is 
roughly 60 percent packing and shipping, 30 percent 
copying and printing, and 10 percent retail purchases. “I 
would prefer it to be at least 60 percent copying and 
printing,” the 42-year-old entrepreneur admits. “That is 
the vision o f PostNet as an entity.”
Though the corporation does steer its 850-plus 
franchisees toward specific goals, Yovetich says it 
1 was essential in getting his business “on the
ground” before it could get off the ground. 
PostNet assisted with finding an ideal 
location with high traffic volume. “I had 
to have North Reserve,” Yovetich says. 
“This was absolutely my first choice.” 
The franchisor then oversaw the 
“build-out” in which the 1,310- 
square-foot retail space was fully 
assimilated into a true PostNet
John  Yovetich, P ostN et
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location, right down to the signage, light fixtures, shelving, 
and floor covering.
Now that the store is open, it is up to the Yovetiches to 
bring in customers and keep them coming back. “We’re 
finding that it’s just taking time to get the name established,” 
he says.
Great Clips
Across the state, in Billings, another couple has returned 
to Montana and turned to a franchised venture for invest- 
ment. After 28 years operating a wholesale distribution 
business in Minneapolis, Dennis Stevens returned to his 
home base in Red Lodge with wife Nancy to ranch while 
looking for a business opportunity. It wasn’t long before the 
couple began hearing “rumblings” that people were inquiring 
about opening a Great Clips franchise in Billings.
Great Clips Inc., headquartered in Minneapolis, is one of 
the largest franchisors in the nation’s $50 billion-a-year hair- 
care industry. And the Stevenses were very familiar with the 
company, as Dennis Stevens’ brother-in-law and sister 
established Great Clips in 1982.
“They are Great Clips,” Dennis Stevens says with a laugh. 
They still own salons in Minnesota, while Stevens’ brother 
owns 13 salons in St. Louis and Minneapolis. His niece also 
i owns two salons in Minneapolis.
Competing with chains like Fantastic Sams and Cost 
Cutters, the founders perfected a system for delivering 
competitively priced, high-quality haircuts and perms to
men, women, and children. The company began franchising 
in 1983, and today boasts more than 2,000 salons in 114 
markets across the United States and Canada.
Offering the seven-day convenience of “no-appointment” 
services, Great Clips salons are primarily found in strip 
shopping centers. Each features a nautical motif environment 
designed for customer privacy. Salons employ professional 
stylists who receive advanced training at one of 56 Great 
Clips training centers.
“We thought we’d better throw our hats into the ring 
before someone else did,” he explains. Montana has Great 
Clips salons in Billings, Bozeman, Helena, Butte, Missoula, 
Kalispell, and most recently Great Falls.
Though the Stevenses might have made a simple phone 
call to their family to guarantee themselves the Billings 
stores, they didn’t. “I filled out the forms just like everybody 
else,” says the 50-year-old entrepreneur, who acknowledges 
that his experience in the hair-care industry was limited.
“I had no knowledge of hair cutting or a salon,” he notes. 
“Just getting our hair cut like everybody else.” What Dennis 
Stevens did have was the management and personnel 
development skills essential for owning a business. At most 
Great Clips salons, day-to-day management is handled by 
certified managers -  not by the stylists.
Once the couple had company approval, the franchisor 
helped with site selection, building-out the salons, opera­
tions, and arranging training sessions in Billings for the newly 
hired employees. “We had to find 20 stylists who had never
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heard of us,” Stevens says. It is the Great Clips policy to have 
each stylist and manager attend training before beginning 
work.
“We did something very unique; we opened two stores 
the same day on the west end,” Stevens explains. “We 
wanted market penetration. We made a big splash.” Those 
first two Billings Great Clips stores opened on May 23, 2003. 
The third opened in the Heights the day after Thanksgiving 
last year.
Great Clips has about 25 employees in its three Billings 
locations. Each salon has a manager and two assistant 
managers, which ensures that one works each shift. “Because 
no one had heard of Great Clips, the first four or five months 
were more of an investment than we anticipated,” Stevens 
admits.
Advertising expenses substantially exceeded expectations. 
Once the three stores were open, though, the Great Clips 
name took hold in Billings. “People started knowing about 
us,” he explains. During the franchise’s first 10 months in 
Billings, three other national-brand salons closed their doors.
“That is very good for being open one year, Stevens says. 
“In our salons, we are going to grow organically. We are going 
to keep bringing them back.” His Billings stores combine for 
about 400 haircuts per week, which he says is a sign of 
success. “That’s very good for being open a year,” he says.
Fudruckers
Even if a franchise has proven successful in every market 
area, UM professor Shay says some investors shy away 
because they can’t picture themselves actually running the 
business.
Shay explains the difference between “being in the 
business o f running restaurants and being in the restaurant 
business.” People in the business of running restaurants have 
usually invested in several stores and have hired capable 
managers to oversee the daily operation. Those in the 
restaurant business are generally on-site, greeting people and 
handling every aspect of business operations.
In Missoula, Russ Klare is a little of both. Eleven years 
ago, the restaurateur decided he was tired o f working for 
other people’s benefit. He and his wife of 23 years, Patsy, had 
the talent and dedication to break out on their own, but 
needed guidance.
Today, they own and operate a Fuddruckers restaurant 
and the adjacent Patsy’s Casino on North Reserve Street in 
Missoula and the Fuddruckers in Southgate Mall. They also 
own the building where a Bozeman family operates another 
Fuddruckers franchise.
Klare started planning his future by reading books on 
franchising, all o f which advised potential franchisees to find 
something they were familiar with. Klare immediately 
searched for a franchise committed to serving foods prepared 
with only fresh ingredients.
“I enjoy good cooking and good eating and good food,” 
Klare says. For 16 years, he worked for a multi-unit, family- 
owned restaurant chain in western Montana. He worked at 
four stores in 16 years and spent his last 13 years managing 
one location. He had previously worked for a major grocery 
chain, as well.
He mailed 25 letters o f interest to various companies and 
received few responses. However, one company that did 
respond personally within three days was Fuddruckers. “We 
didn’t even know what it was,” the Klares admit.
They quickly drove to Spokane to check out the store 
there, but couldn’t find it. One week later, they headed to the 
Fuddruckers in Billings. “They didn’t even know we were 
there,” he says. “We just left.”
In the following days, Klare kept thinking of the fresh 
ingredients he saw being used at Fuddruckers and knew the 
business format would work in Missoula.
“So back to Billings we go,” he adds. They had a formal 
meeting with the owners and an official tour. He returned to 
Missoula where he spoke with his father, who was looking to 
invest. “My dad said, ‘Let’s just see how far we can go,’ ”
Klare remembers. “We took our business plan to the bank 
and asked for $ 1 million, submitted a balance sheet, and were 
turned down.”
But Klare was determined. He just knew a restaurant on 
North Reserve would work. “I saw stuff,” he recalls. “When I 
saw five banks building [on North Reserve], I said, 
‘Something’s going on. Banks don’t just build anywhere.’ ”
He contacted Fuddruckers’ corporate offices again, and 
they sent a representative to Missoula to look at two North 
Reserve sites. Together, they decided upon an acceptable
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location. The franchisor provided a business plan outline, 
which Klare fine-tuned with his information. The second 
time he went to the bank, the application was reviewed at a 
Billings branch, which also worked with the Fuddruckers 
there.
“Within three weeks, we were good to go,” Klare says. He 
and his father worked as general contractors and built the 
4,800-square-foot North Reserve restaurant with an addi­
tional 620 square feet for a bar. In December of 1995, they 
received their full liquor license, which only took six weeks 
to be approved. It came in the mail on Friday before their 
Monday opening.
Patsy Klare admits: “It was tough at times. We were scared 
to death.” Her husband adds: “It still is. We knew what we 
were getting into.”
Fuddruckers sent a representative to be on-site during the 
first week of operations. On the seventh day when the trainer 
left, Klare remembers, “That was the worst day of my life.” 
Though he had managed restaurants, he lacked experience 
with purchasing contracts, vendor relations, and marketing.
“The biggest challenge was learning how to market,” he 
notes. “I never had to worry about any of that. And budget­
ing? To this day, it is a challenge.”
But with the high brand recognition and corporate 
support, the Klares have come out on top. He is especially 
grateful that the franchisor handles all purchasing, which is 
negotiated directly with high-quality, name-brand manufac­
turers for nationwide delivery through a local provider.
Franchisor support also comes each year during the 
franchise convention, where Klare takes part in a one-on- 
one meeting with the head of corporate marketing. “I tell 
them what I want, and they furnish the materials,” he says. 
One of the ways he learned to market was through schools 
and local community groups.
But not all of Klare’s management decisions can be 
swayed by corporate preference. A few years ago, the 
corporation started to use a bread mix for its large, chewy 
signature burger buns. Klare didn’t like it, so he continued in 
his original, early morning method of mixing flour and yeast. 
He finally switched when the mix was refined to his stan­
dards.
In 1998, the Fuddruckers corporation was purchased by 
Michael Cannon and Bryce King, who had a vision to 
invigorate the Fuddruckers appeal. The $43 million deal 
offered franchisees the option to purchase an interior design 
package that included neon signs, Hollywood memorabilia, 
and sporting items -  all reminiscent of a British pub.
Klare embraced the innovative design for his Missoula 
stores; the Bozeman franchise has yet to make the switch. 
Corporate-wide, the switch brought a 20 percent increase in 
sales. Klare saw a nearly 25 percent increase at his stores. “It 
adds so much excitement to this place,” he says of the design 
package, which initially cost franchisees between $10,000 
and $30,000 depending on the items bought.
Another milestone came three years ago when the Klares 
added a second store in Missoula’s Southgate Mall. The 
move was meant to “divide and conquer,” Klare says. He
Best Performing Franchises
Here’s a look at franchising's All Stars, based on how often 








7. The UPS Store





These are the fastest-growing franchises, according to the 
February 2004 edition of Entrepreneur Magazine. The 
rankings are based on growth in the number of franchises 
from 2002 to 2003, as verified in Entrepreneur's 25th 
Annual Franchise 500.
1. Subway: submarine sandwiches and salads
2. Curves: women's fitness and weight-loss centers
3. 7-Eleven: convenience stores
4. Kumon Math & Reading Centers: supplemental 
education
5. Jan-Pro Franchising Int'l. Inc.: commercial cleaning
6. Quiznos: submarine sandwiches and soups
7. Jani-King: commercial cleaning
8. Coverall Cleaning Concepts: commercial cleaning
9. Liberty Tax Service: income tax preparation
10. Jazzercise Inc.: dance and exercise classes
11. RE/MAX Int’l: real estate services
12. Jackson Hewitt tax Service: Income tax preparation
13. Choice Hotels: hotels, inns, suites, resorts
14. WSI Internet: Internet services
15. Dunkin' Donuts: donuts and baked goods
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didn’t immediately conquer, however. He spent the first year- 
and-a-half looking for the right management mix for the mall 
store while Patsy stayed on North Reserve. Last spring, he 
came back to manage his first store and is “letting the mall 
run itself with hourly managers.”
Last April, the Klares made another 
expansion by taking their bar area 
adjacent to the restaurant and turning it 
into “Patsy’s Casino.” Though the bar is 
separated from the restaurant seating and 
accessed through one interior and another 
exterior door, he didn’t want it to affect the 
restaurant’s family atmosphere. Klare was 
hesitant to add gambling machines for 
many years, until other businesses 
began to approach him about leasing 
the space for a casino. “You don’t 
know what you’ve got until somebody 
else wants to buy it,” he explains.
He knew he had to finally make a 
decision to keep the full liquor license 
and add gambling, or sell that license and 
stick with a strictly beer-and-wine “cabaret 
license. He is happy with his final decision. “It’s 
actually making mooey since it’s been open,” 
he said.
The Klares’ business divisions in Missoula 
have a combined work force of about 40 
people ranging in age from 16 to 60. Klare is 
known for always asking student employees about their 
grades and knowing when too much work is taking away 
from school responsibilities.
Flip Side
Though government entities like the Federal Trade 
Commission are seeing less fraud and deception within the 
franchise industry, franchisees remain leery. Franchisors are 
also showing more caution in determining who will be a good 
fit to own a part of their company. They find it far more 
efficient to grant franchises only to sophisticated corpora- 
tions or to existing franchisees whose experience suggests 
future success.
In his UM courses, Shay lists several reasons for franchise 
failure, from bad location and inadequate capital to weak 
organizational structure and changing consumer tastes.
According to Entrepreneur Magazine, the average rate of 
failure for new businesses is 65 percent during their first five 
years. A recent study prepared by the IFA reveals that a little 
more than 3 percent o f franchised units (varying by industry 
segment) suffer “turnover” in any given year. They define 
“turnover” as closure o f the store or sale to a non-franchised 
purchaser. And even these low figures may be inflated, since 
a franchised unit may be closed or sold for reasons other than 
“failure,” such as death or retirement.
In another survey conducted by The Gallup Organization 
in 1997, 92 percent of all franchise owners said they consider 
their franchises to be either somewhat or very successful, and 
65 percent said they would repeat the investment in the 
same franchise if given the chance.
Future Franchising
Read Entrepreneur and Forbes magazines 
and it is apparent that as long as a 
business caters to today’s busy consumer, 
success is nearly certain. A hurried and 
harried working mom or dad will happily 
spend their money on any product or 
service that makes their complicated 
lives a little easier. Endeavors aimed 
at easing daily tasks for the aging 
population are just as promising.
According to the IFA Educa­
tional Foundation, franchise-industry 
categories expected to continue to 
experience rapid growth for the start 
o f the new century are service- 
related fields such as home repair 
and remodeling, carpet cleaning, 
household furnishings, and other 
maintenance and cleaning services. 
The IFA also expects growth in 
support services, including account­
ing, mail processing, advertising 
services, package wrapping and shipping, personnel and 
temporary help services, and printing and copying services; 
automotive repairs and services such as quick-lube and tune- 
up; and other areas such as environmental services, hair 
salons, health aids and services, computers, clothing, 
children’s services, educational products and services, and 
telecommunications services.
In a report last January, Entrepreneur Magazine looked at 
what the next 25 years may hold for franchising. In addition 
to the continued growth in service sectors, they foretold 
several dramatic developments, including the expansion of 
multi-branding, in which one franchised unit sells many 
branded products or services.
For instance, Yum! Brands Inc., which owns A&W, KFC, 
Long John Silver’s, Pizza Hut, and Taco Bell, has more than 
2,000 multi-brand restaurants worldwide, generating more 
than $2 billion in annual sales.
Entrepreneur also expects to see some business segments 
turning to franchising for the first time, including hospitals, 
health-care providers, investment advisers, the retail bedding 
industry, and specialized health-care facilities such as detox 
clinics and weight-loss outlets. □
Amy Joyner is a reporter for the Montana Business Quarterly.
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Obesity and Poverty:
Major Concerns for Montana’s Children
by Steve Seninger and Daphne Herling
Twenty years ago, 5 percent of American children were overweight. Today, 15 percent are, and another 15 percent are headed that way. Even very young children weigh more than they should, with about 8 percent of all preschoolers considered overweight. Nearly 
double that number of children between ages 6 and 11 are 
overweight.
Montana is no exception. Statewide, across all age groups, 
obesity increased from 9 percent of the population in 1990 to 
19 percent in 2001. According to a national study released in 
January 2004, Montanans spent about $175 million last year 
on medical care related to obesity.
In looking at how children are faring in Montana, the 
2003 National Montana Youth Risk Behavior Survey found 
that nearly 6 percent of children in grades 9-12 are over­
weight. Just 62.3 percent of Montana high school students 
spent 20 minutes exercising or participating in physical 
activities that made them sweat and breathe hard on three or 
more days each week. The gender breakdown showed that
only 56.2 percent of females regularly exercised or partici­
pated in physical activities.
Obesity is just one measure of childhood well-being 
included in the Montana KIDS COUNT 2004 report, an 
attempt to provide policymakers and citizens with the 
information needed to secure an improved future for all 
children. KIDS COUNT is a project of the Annie E. Casey 
Foundation, and is intended to track the progress of children 
throughout the United States. At the national level, one of 
the principal activities of the KIDS COUNT program is the 
publication of the annual KIDS COUNT Data Book: State 
Profiles of Child Well-Being, which reports 10 leading indica­
tors of child well-being in every state.
In Montana, the KIDS COUNT project is a statewide 
collaborative effort bringing together a wide range of 
organizations, including businesses, nonprofits, and govern­
ment agencies interested in or involved with children and 
families. Montana KIDS COUNT is based in the Bureau of 
Business and Economic Research in the School of Business
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Figures 1, 2 & 3
Employment off Montana Families with 
Children, 3-Year Average, 2000 - 2002
Median Family Income of Montana 
Families with Children, by Family Type
Income Level of Montana Families 
with Children, 3-Year Average, 
2000 - 2002
Source: U.S. Census Bureau, www.census.gov.
Poverty Levels
Poverty: Income below $18,850 per year fo r a 
fam ily  o f fou r (below 100%).
Near-poverty: Income between $18,850 - $23,563 
fo r a fam ily o f four (100% - 125%).
Low-income: Income between $23,563 - $28,275 fo r 
a fam ily o f fou r (126% - 150%)
Source: U.S. Department of Health and Human Services, 2004.
Administration at The University of Montana- 
Missoula (www.bber.umt.edu).
Montana’s 2004 Data Book takes a deeper look at 
the issue o f childhood obesity. If Montanans do not 
take an interest in promoting healthy eating and 
increasing physical activity among youth, obesity 
rates here will soon be comparative to national rates. 
Eating too much and exercising too little can lead to 
obesity-related health problems, as children who are 
overweight are more likely to become overweight 
adults. They may develop Type 2 diabetes, high blood 
pressure, heart disease, and other illnesses. Obesity in 
children can also lead to stress and low self-esteem. 
Overweight kids get teased more, can’t or won’t 
participate with their peer groups, and feel left out 
and excluded. They also tend to be lonelier and 
sadder than other kids.
Many studies show that parents play a big role in 
shaping children’s eating habits. A child with one 
overweight parent has a 40 percent chance o f being 
overweight; if both parents are overweight, the child 
has an 80 percent chance of being overweight. All of 
the latest research underscores the need for parents 
to become involved in their children’s eating behav­
iors, physical activity, and general weight control. 
(U.S. National Institute of Diabetes &  Digestive &  
Kidney Diseases, National Institute o f Health http:// 
www.niddk.nih.gov/index.htm.)
Efforts to prevent obesity are underway in Mon­
tana. O f particular note are two programs run by the 
Missoula City-County Health Department, the 
MOVE Program and the CATCH Program. MOVE 
coordinates three community networks targeting 
families with children from birth to 18 years of age; it 
focuses on fostering healthier food systems, increas­
ing physical activity, and working with health-care 
providers to lessen barriers to addressing weight 
issues and to educate patients working to address 
weight issues. CATCH is a curriculum used in five 
elementary schools to educate kids on healthy diets. 
The goal o f CATCH is to change policies and 
practices o f schools in order to effect changes in 
health-risk factors and risk-related behaviors. The 
program includes goal setting and incentives, a family
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component, snack preparation, and taste testing. Students 
learn heart-healthy food choices, how to read food labels, 
and the importance of regular physical activity, (http:// 
www.co.missoula.mt.us/healthpromo/MOVE.CATCH.htm).
Children in Poverty
Montana shows distressingly high rates of children living 
in poverty. Between 1996 and 2001, the state ranked 43rd in 
the percentage of children in families where no parent has 
full-time, year-round employment and 38th in the percentage 
of children living in poverty. The lack of full-time employ­
ment for parents has far-reaching implications for children 
living in these households (Figures 1, 2, and 3). These kids 
are much more likely to lack access to the health and family 
benefits that usually go along with full-time, stable jobs. 
Parents lacking secure employment are often forced to take 
two or three jobs to cobble together enough income to 
support a family.
The good news is that Montana continues to show 
improvement in infant mortality rates, although the rate of 
improvement slowed between 1996 and 2001, improving by 4 
percent compared to the national improvement of 7 percent. 
Other areas of improvement have been teen birth rates and 
the percentage of teens (ages 16-19) not attending school 
and not working. Teen birth rates dropped and showed an 18 
percent improvement, with Montana ranking 10th in the 
nation on this indicator. The percentage of teens neither at 
school nor at work dropped by 13 percent in Montana.
Public Assistance 
and Food Stamps
Two important indicators of the economic well-being of 
Montana families are their participation in two federal 
assistance programs, Temporary Assistance for Needy 
Families (TANF) and the Food Stamp program. TANF is 
administered by the state and is intended as short-term
Table 1
Montana Kids Social and Economic Opportunity Data
1 S o c ia l  an d  E c o n om ic  O pp o r tu n ity 2002 2003 |
People under age 18 in poverty 41,256 37,760
Estimated median household income $34,835 $34,108
Monthly average number of families with dependent 
children that participated in TANF 5,659 6,163
Monthly average number of children that participated in TANF 10,501 10,382
Monthly average number of recipients o f all ages that 
received Food Stamps 63,766 68,779
Percent of children enrolled in pre-kindergarten to 12th grade 
that were eligible for free/reduced lunch (2002-2003) 33% 35%
Number of women, infants, and children enrolled 
in the WIC Program 21,475 21,320
Per Capita personal income $24,044 $25,920
Total dollar amount allocated to children that participated
in the daycare program (child care) $20,274,713 $17,372,333
Total number of child care slots used in FY 2003 in all programs 
(numbers will duplicate kids who are in more than one program) 69,886 75,189
Overall unemployment rate 4.6 4.7
Civilian labor force 463,516 474,910
Civilian labor force between 16 and 19 years of age, 
(numbers in thousands) 28,000 31,000
Civilian non-institutional population between 16 to 19 years of age 53,000 55,000
Teen unemployment rate, 16 to 19 years of age 11.9 13.5
Sources: U.S. Census Bureau, www.census.gov; U.S. Bureau of Labor Statistics, www.bls.gov;
Montana Department of Health and Human Services, www.dphhs.mt.us.gov.
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assistance for women with children younger than age 18. The 
benefit level is set according to family size and income level.
During fiscal year 2003, TANF caseloads grew by 8.9 
percent to an average monthly caseload of 6,163 (Table 1). 
However, in August 2003, cash benefits were cut by 25 
percent for all families, resulting in the average three - 
member TANF family seeing a reduction of $132 per month 
in their benefit. At the same time, TANF eligibility levels 
were tightened. Following the cuts, caseloads dropped by 
1,600 children and about 800 adults. There has been a 
continuing decline until recently. As of June 2004, the 
average monthly caseload for TANF was 5,425.
There are ongoing efforts to restore cutbacks in assistance 
programs; those will play out during the 2005 Montana 
Legislature. Included in those efforts are proposals to create a 
program that provides family stability and access to meaning­
ful work activities, such as counting parenting as work, 
educational opportunities, and financial literacy programs for 
asset development.
Enrollment in the Food Stamp program has grown from 
63,766 to 68,779; the latter number represents 7.56 percent 
o f Montana’s population. A recent Bureau of Business and 
Economic Research poll found that one in every eight
Montana households (12.6 percent) was either uncertain of 
having or unable to acquire adequate food over the past year. 
The survey reported that 5.2 percent of these households 
experienced the more severe form of food insecurity; that is, 
one or more members were hungry at some time during the 
year because they could not afford enough food. Montana 
hunger levels are slightly higher than national levels. 
Nationwide, 11.1 percent of households were food insecure 
during 2002 and 3.5 percent were food insecure with hunger.
American Indian households in Montana were more likely 
than white households to be uncertain of having or unable to 
acquire adequate food, the poll found. In fact, 36.1 percent 
of American Indian households in Montana were food 
insecure in the year prior to June 2004, compared with 12.4 
percent of white households. This measurement of food 
insecurity among American Indian households may underes­
timate actual levels since it is drawn from a telephone 
sample.
In Montana, households with children are more likely 
than households with no children to be food insecure.
Almost 18 percent o f households with children were food 
insecure in the year prior to June 2004, compared with 10.1 
percent o f households with no children.
Hunger and Obesity
How can hunger and obesity co-exist in the same families 
or individuals? With fewer resources to buy food or to obtain 
health care or other preventative or remedial interventions, 
people with limited incomes are particularly susceptible to 
damage from hunger/food insecurity, obesity, or both. Lack of 
access to adequate food can result in weight gain because of:
• The need to maximize caloric intake by stretching food 
dollars, resulting in purchases o f foods with higher amounts 
o f calories per dollar,
• The tradeoff between food quantity and quality 
resulting in a diet that fails to promote health and avert 
obesity,
• Overeating when food is available as a logical response 
to food insecurity,
• Physiological changes to help the body conserve energy 
when diets are periodically inadequate.




One o f the more dramatic demographic developments in 
Montana is the declining number of children under the age 
of 18. According to Census Bureau estimates for 2003, the 
number of children in Montana went from a little over 
230,000 in 2000 to about 215,774 (Table 2). Pre-school-age 
children under the age o f 5 dropped by 2.5 percent, from 
almost 55,000 in 2000 to 53,500 in 2003. Montana’s decline 
in pre-school-aged children contrasts with other Western 
states such as Arizona, Nevada, California, Colorado, and 
Utah where the number o f children under the age of 5 
increased by more than 10 percent. All of these states have
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Table 2
Selected Demographic Characteristics for 
Montana Children, 2000, 2002, and 2003
S ta te  Summ ary S ta t is t ic s  ft 
th e P opu lation  Under A ge 11
or
B 2000 2002* 2003*
Total population 902,195 909,453 917,621
Population under age 18 230,062 216,000 215,774
Males under age 18 118,245 111,249 110,045
Females under age 18 111,817 105,071 105,729
Children under age 5 54,869 52,793 53,510
Children ages 5 to 17 175,193 163,207 162,264
Source: U.S. Census Bureau, www.census.gov. 
* Estimates
quite different types of economies and are also, with the 
exception of Utah, states with much larger Hispanic and 
American Indian populations.
Declines in the number of children are not pervasive in all 
areas of the state or in American Indian communities. The 
population of American Indian children, who account for 
almost 10 percent of Montanans under age 18, is growing 
faster than the white youth cohort in many parts of the state. 
Moreover, American Indian children are heavily represented 
in rural areas, where they represent 18 percent of the youth
population compared to urban areas -  where they represent 
less than 4 percent of the population under age 18.
The American Indian population on reservations is very 
young, with 38 percent o f the total population represented by 
children. This youthful demographic pattern has significant 
implications for the region’s school systems, its future work 
force, and for economic development opportunities.
The decline in young Montanans is also more pronounced 
in some areas of the state than in others. Many of the rural, 
farm-ranch-based counties are experiencing decreases in the
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Table 3
Montana Kids Education and Schooling
Educa tion  and Learn ing f o r 2002-2003 2003-2004 P e rc en t
2003-2004 A cad em ic Year Number P e rcen t N um ber P e rcen t C hange
Total School Enrollment (K-12) 161,404 100.0% 159,244 100.0% -1.34%
Public Enrollment 149,330 92.5% 147,509 92.6% -1.22%
Private Enrollment 8,286 5.1% 7,818 4.9% -5.65%
Home School 3,788 2.3% 3,917 2.5% 3.41%







I 2003-2004 P ub lic S ch o o l Enrollm ent
Pre-Kindergarten 665 N /A 659 N /A
K-8 100,567 67.3% 99,317 67.3% -1.24%
8-12 48.763 32.7% 48,192 32.7% -1.17%
K-12 149,330 100.0% 147,509 100.0% -1.22%
2003-2004 P riva te S ch o o l Enrollm ent
K-8 6,137 74.1% 5,721 73.2% -6.78%
8-12 2,149 25.9% 2,097 26.8% -2.42%
K-12 8,286 100.0% 7,818 100.0% -5.65%
2003-2004 H om e S ch oo lin g
K-8 2,893 76.4% 3,028 77.3% 4.67%
8-12 895 23.6% 889 22.7% -0.67%
K-12 3,788 100.0% 3,917 100.0% 3.41%
Source: Montana Office of Public Instruction, www.opi.state.mt.us.
number of children along with declines in the number of live 
births, and they represent population declines where death 
rates and net out-migration are much larger than the number 
of births. Montana counties in urban areas and on the 
western side o f the state are showing - in most cases — 
increases in the population under age 18. These are also 
areas that typically have an excess o f births over deaths, plus 
net in-migration.
Education
The number of public school districts in Montana saw a 
substantial decline between the 2002-2003 and 2003-2004 
school years -  from 531 to 450. During the same period, 
however, the total number of schools increased from 817 to 
859. Overall, the state o f Montana only saw slight changes in
enrollment for the 2003-2004 school year (Table 3). Public 
school grades pre-kindergarten-12 dropped by 639 students, 
continuing a downtrend dating to the mid-1990s. Private 
school enrollment fell by 339 students, but still represented 
about 5 percent o f the statewide enrollment. The number of 
children in home schools saw a small increase, up 129 for a 
total of 3,917 students.
According to Montana Public School Enrollment Data, 
10,978 students graduated from high school in 2002-03, with 
a completion rate o f 84.9 percent. During the same school 
year, 1,901 students dropped out of high school, a dropout 
rate o f 3.6 percent and a slight decrease from the previous 
year’s 3.8 percent dropout rate. Over the past five years, the 
high school dropout rate has improved from the 4-1 percent 
rate in 1998-99 -  with a five-year average of 4 percent.
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Montana’s Youngest Kids
Poverty rates for Montana’s young children are high. 
Twenty-three percent live in households below the federal 
poverty level and another 15 percent are in households just 
above poverty (100 percent-149 percent). Many children in 
poverty households are in families where at least one, if not 
both, parents are employed. Head Start and other educa­
tional opportunities for young children in daycare programs 
become even more important for Montana’s working-poor 
families. These high return programs help kids prepare for 
the transition into kindergarten.
High poverty goes hand in hand with limited access to 
health care for little children. Although we like to think most 
children have health insurance or a public health program 
such as Medicaid or CHIP the fact is there are 5,000 little 
children who meet the poverty guidelines for such programs 
who do not have any access to health care, either from 
private insurance or public health coverage.
Even if they have health insurance, most of these young 
children do not have a “medical home,” that is a regular 
physician, dentist, or mental-health provider who they can 
rely upon for health care. A goal of Montana’s Early Child­
hood Comprehensive System is to ensure children consistent 
access to one doctor.
American Indian, Latino and 
White Children in Montana
As the largest racial/ethnic group in Montana, American 
Indians represent more than 6 percent of the state’s popula­
tion and have experienced significant growth in their youth 
population. The more than 22,000 American Indian youth 
under age 18 represent about 10 percent of all youth in 
Montana and, in some rural areas, represent one in every five 
children.
American Indian children dominate population age 
profiles in tribal communities and reservations throughout
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Figures 4 & 5
Youth [Under Age 181 as a Percent off Population by Race/Ethnicity, 2000 
A m e r i c a n  In d ia n  L a t in o
Source: Annie E. Casey Foundation, www.kidscount.org. Source: Annie E. Casey Foundation, www.lcidscount.org.
the state, with 38 percent of the total American Indian 
population on reservations represented by kids younger than 
18. The high percentage of children in Montana’s American 
Indian population is even higher than the national rate of 34 
percent -  and is well above the white population’s 24 percent 
contingent of children (Figure 4).
The youthful orientation of American Indian populations 
will continue over the next decade, particularly in reserva­
tion communities such as the Northern Cheyenne, Fort Peck, 
Blackfeet, and Crow communities where children under age 
18 represent slightly more than 40 percent of the population. 
The counties encompassing these reservations typically have 
high natural population growth in the Indian population, in 
contrast to the white population’s negative natural growth 
and in spite of out-migration.
Latino kids under the age of 18 represent 41 percent of 
Montana’s total Latino population of 18,000, according to 
the 2000 Census. That’s a proportion higher than national 
Latino youth population shares (Figure 5).
The dominance o f youth in Montana’s American Indian 
and Latino populations compared to the state’s white 
population has important implications for education, health 
care, and social policy. More than 80 percent of American 
Indian children are located in rural areas, presenting chal­
lenges for access to health care and employment opportuni­
ties. Higher poverty rates for both American Indian and 
Latino kids argue for greater investments in early childhood 
education and school readiness so they are on a more equal 
playing field when they start school.
There are a number of KIDS COUNT indicators 
recently calculated from 2000 Census Data and 
available in an American Indian Children Pocket 
Guide from the Annie E. Casey Foundation at 
www.aecf.org/publications.
As shown in Table 4, a fairly high percentage of 
Montana’s American Indian and Latino children live 
in single-parent families (33 percent) compared to 
non-Hispanic white children (19 percent). The family 
structure and household composition of Montana’s 
American Indian children is similar to national 
patterns for some measures -  except in the number of 
households headed by grandparents. Sixteen percent of 
Montana’s American Indian children lived with one or 
two grandparents, compared to 11 percent nationally. 
Non-Hispanic white children were much less likely to 
live in households headed by grandparents.
Median family incomes in American Indian 
households were 58 percent of white median family 
incomes in Montana, an income disparity also showed 
up in the U.S. data. Latino family income was higher 
than Indian family incomes. The lower household 
income of Montana’s Indian and Latino families also 
translates into higher poverty rates. More than one- 
fourth of American Indian kids lived in a married 
couple family that fell below the federal poverty level, 
compared to an 8 percent rate for non-Hispanic kids. 
Montana’s greater income disparity between American 
Indian and non-Hispanic whites is also shown in
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Montana Children Under 18 Years of Age, by Race and Ethnicity, 2000
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% in Married Couple Families 44% 55% 75% 50% 60% 75%
% in Single Parent Families 33% 32% 19% 32% 24% 18%
% in Grandparent Household 16% 6% 3% 11% 7% 4%
P overty
Median Family Income 1999 $24,412 $31,484 $41,517 $33,144 $34,397 $54,698
% Children in Married Couple Poverty Family 26% 13% 8% 16% 17% 4%
% Children in Female Head Poverty Family 59% 54% 38% 46% 45% 26%
Employm ent
% Children in Families - Both Parents in Labor Force 64% 61% 69% 54% 45% 63%
% in Female Head Family - Mother in Labor Force 71% 81% 85% 67% 65% 81%
16-19 Year Olds Unemployed 42% 13% 20% 28% 21% 15%
Source: Annie E. Casey Foundation, www.kidscount.org.
comparisons with national data, although the disparity is not 
as great.
Children in female-headed families were much more likely 
to live below the poverty level, an income disadvantage that 
was more likely to be true of Montana’s American Indian and 
Latino children. Female-headed families with either Ameri­
can Indian or Latino children had poverty rates of 59 and 54 
percent respectively, far greater than the poverty rate for 
white female-headed families.
It is also important to note that poverty rates in 
Montana’s single female-headed families, regardless of race 
or ethnic group, were significantly higher than corresponding 
rates at the national level.
Employment is a key element of income and poverty, and 
reflects a number of local and statewide economic condi­
tions. Participation in the labor force, either being employed 
or looking for work, characterized a high percentage of all 
households. These percentages drop, though, when examin­
ing the labor force participation of single moms in Montana. 
Seventy-one percent of Montana’s American Indian moms 
and 81 percent of Latino moms were in the labor force. The 
labor force participation rates for Montana’s single moms of 
all race and ethnic groups compared to national participation 
rates.
What Now?
This article contains some of the salient points in the 2004 
Montana KIDS COUNT. The book is presented with the hope 
that Montana’s decision makers use it to celebrate the gains in 
the well-being of children and, more importantly, that they 
take note of where Montana falls behind in supporting the 
healthy development of all kids.
Numerous studies show that investment in children -  
especially kids age 5 and under -  have high returns to commu­
nities and state governments. Some long-term follow-up 
studies show high economic returns, in some cases returns of 
$7 for every $1 dollar invested, as well as an array of positive 
education and -  later in life - employment outcomes for 
children. These reports show that basic things like nutrition, 
health care, pre-Kindergarten education, and programs to 
prepare and support parents are benefical for kids, and they 
provide a real return to taxpayers. Early childhood investment 
also reduces the incidence of poverty in later life. All of these 
outcomes are very relevant to Montana when looking at the 
dramatic changing demographics of the state. □
Steve Seninger is the Bureaus director of economic analysis and 
director of Montana KIDS COUNT. Daphne Herling is the 
Montana KIDS COUNT director of development and community 
outreach.
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Montana’sCHANGING MIX
by Douglas J. Young
, __*
Editor’s note: What kind of changes, other than lower income 'tit rates and limits on federal 
deductions, are in store for Montanans in 2005? Montana’s leading tax expert, Douglas Young, will 
discuss these issues and present an overview of the state’s changing tax structure at the 30th Annual 
Economic Outlook Seminars held in nine cities throughout Montana beginning at the end of 
January. Attend one of the seminars to find out more about Montana’s tax situation. Register now — 
fill out the registration form in the front of the MBQ and mail it to the BBER. Or register online at 
www.bber.umt.edu. Need more information? Call (406) 243-5113.
W hat a difference 20 years makes! InMontana, taxes declined as a percentage of income, the mix o f taxes shifted from property to income, and the largest class of property is now residential and commercial. Increased 
revenues from the federal government more than offset 
declining taxes, so total expenditures increased. The largest 
increase came in social services. Education spending in­
creased too, but it increased faster in other states, so 
Montana’s rank nationally fell from 15 th to 30th.
From High Taxes to Low Taxes
First, consider taxes. Total state and local taxes -  includ­
ing income, property, sales, natural resources, and other 
taxes, whether levied by the state, a county, municipality, 
school district, or other entity -  totaled $1,227 per capita in 
1982. By 2002, they nearly doubled to $2,346.* Taxes 
increased even faster in other states, though, so Montana’s 
national ranking dropped from 14th to 48th. At the same 
time, Montanans’ personal income increased faster than 
taxes, leading to a decline in the tax burden from 11.9
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percent of income to 9.8 percent (Figure 1). Perhaps most 
dramatically, Montana’s rank fell from fifth in the nation to
39th.
The Changing Mix of Taxes
In 1982, property taxes were 47 percent of total taxes, but 
their share declined to 40 percent by 2002. What made up 
the difference? Income taxes increased from 20 percent to 27 




Net and gross proceeds from coal and other mines and oil 
and gas wells in Montana were 33 percent of the taxable 
value of property in 1983, but now are only about 1 percent 
(Figure 2). Residential and commercial property more than 
doubled, from 27 percent of the base to almost 60 percent. 
Personal property (mainly business equipment) shrunk from 
16 percent to 9 percent. The share of agricultural and forest 
land remained roughly constant, while utility, airline, and 
railroad property increased.
Explaining the Trends
The explanation for these changes is found primarily in 
the energy boom — and its bust. In the early 1980s,
Montana’s economy was booming as high prices for oil, gas, 
and coal led to extensive exploration and development of 
wells, mines, and power plants. State tax revenues boomed 
too, largely based on natural resource severance taxes and 
the net and gross proceeds portions of the property tax. By 
fiscal 1983, natural resource taxes were 24 percent of total 
taxes. Put another way, Montana received about as much in 
natural resource taxes as a typical state would receive from a 
general sales tax. But after the decline in oil prices in the 
mid-1980s, the taxable value of production declined abruptly. 
By 1990, natural resource tax revenues, adjusted for infla­
tion, had fallen by nearly 50 percent from the peak in 1982. 
By 2002, resource revenues were about one-fourth of their 
1982 levels, and only about 6 percent of total taxes.
Policy changes were also important. Beginning in 1991, 
most natural resource production was removed from the 
property tax rolls, and two new taxes were substituted.2 
These new taxes yielded about the same amount of revenue 
as the old taxes, but natural resources were effectively 
exempted from the increases in mill levies that accompanied 
school finance reform. Other policy changes included 
reducing the taxable value rate on most business equipment 
from 11 percent to 3 percent, exempting inventories and 
personal automobiles ffom the property tax, and separating 
electrical generation ffom other utility property and lowering 
the rate. Residential and commercial property received 
special attention as a series of reappraisals resulted in sharply 
rising values in some areas of the state. Taxable value rates 
were reduced ffom 8.55 percent of assessed value to 3.46 
percent, and 31 percent of residential value and 13 percent
Figure 1
State and Local Taxes 
Montana and U.S. Average, 
1982 and 2002
Source: U.S. Census Bureau.
Figure 2
Property Tax Base, 1983 and 2003
Source: U.S. Census Bureau.
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Budget |lm-l Balances 
1982 and 2002
Source: U.S. Census Bureau. Source: U.S. Census Bureau.
of commercial value is now exempt. Without these last 
changes, the residential and commercial share o f property 
taxes would be even higher!
UUhat About Spending?
So with taxes taking a smaller share of Montanans’ 
income, spending must have fallen too, right? Wrong. State 
and local government spending increased from 19 percent of 
income in 1982 to 23 percent in 2002. How can this be? 
Taxes are down, but spending is up? The answer has two 
parts. First, the decline in taxes has been more than offset by 
the increase in revenues from the federal government. Taxes 
were 54 percent of revenues in 1982, but only 42 percent in 
2002 (Figure 3). Meanwhile, intergovernmental transfers 
from the federal government increased from 20 percent of 
revenues in 1982 to 31 percent in 2002. In 1982, the largest 
federal transfers supported highways, and Montana continues 
to receive substantial highway monies. But the largest growth 
in federal transfers has been for health (especially Medicaid), 
welfare and education.
The other reason that spending rose faster than taxes is 
that in 1982 Montana was spending considerably less than it 
was taking in -  19 percent of personal income versus 22 
percent. The difference accumulated in various trust funds, 
cash accounts, or was used to retire debt. Long before 2002, 
however, spending caught up with revenues, and today they 
are essentially equal (Figure 4).
Spending on What?
The composition o f state and local government spending 
also changed (Figure 5). Education, including K-12, higher 
education, and libraries declined from 41 percent of all 
spending to 36 percent. Spending on social services increased 
from 16 percent to 21 percent, driven by increases in health 
and welfare spending for elderly, disabled, and low-income 
people. Transport spending, which is mostly for highways, 
declined from 14 percent to 11 percent. Spending on 
corrections doubled as a share of the budget, but corrections, 
police, and fire together (safety) account for only about 7 
percent of total spending. All other programs, including 
natural resources, parks and recreation, housing and commu­
nity development, sewerage, government administration, and 
interest on the general debt, continue to account for about 
one-fourth o f spending.
What About K-12 Education?
Despite the decreasing share of the budget devoted to 
education, spending per student in public elementary and 
secondary schools in Montana continued to rise over the past 
two decades. Adjusted for inflation, Montana spent $5,158 
per student in 1982 and $7,062 in 2002.3 However,
Montana’s increases in spending trailed national averages, so 
spending per student fell from 15* in the nation to 30*. 
Several factors have historically contributed to relatively high 
school spending in Montana. One is geographic dispersion
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Source: U.S. Census Bureau.
and the higher costs associated with smaller schools. The 
second, at least in 1982, was the plenitude of available tax 
revenue. The revenue picture, as we have seen, has changed 
dramatically, no doubt influencing the spending side of the 
budget.
What About the Next 20 Years?
Considering the dramatic changes of the last 20 years, it 
would be foolhardy to speculate about the next 20. But some 
observations are possible. Although balancing spending and 
revenues is always tough, whether it’s the family budget or 
the state budget, it is easier some years than others. In the 
early 1980s, the state (and many families) had a relatively 
easy time of it, thanks largely to the natural resource boom. 
Although resource markets and state tax receipts are again 
showing some life with $50-a-barrel oil, many analysts do not 
expect such high prices to continue. In any case, current 
prices remain about 40 percent below the peaks of the early 
1980s (adjusted for inflation). Thus, resources are likely to 
remain an unstable revenue source, much like the income tax 
revenues derived from capital gains in the late 1990s.
In the past 20 years, increasing federal mandates for 
education and social services have been accompanied by 
increasing financial transfers to state and local governments. 
But the federal government’s budget is a mess, and those 
transfers may not increase as they have in the past.
Montana’s income tax, which features a highly progressive 
rate structure and the highest nominal tax rate in the nation,
will be significantly altered beginning in January 2005. Rates 
will be reduced, deductions for federal income taxes limited, 
and an income tax credit for capital gains incorporated.
Finally, Montana remains one of five states without a 
general sales tax. Adoption of a sales tax would have some 
advantages -  more revenue for schools and other programs, 
funds to pay for cuts in income and/or property taxes, and an 
“exporting” of a piece of the tax burden to tourists and others 
who spend a lot of time (and money) in the state, but are not 
residents for income-tax purposes. On the other hand, some 
Montanans view a sales tax as unfair, and sales taxes are not 
a deduction against federal income taxes. Will Montanans 
nevertheless enact fundamental tax reform? Stay tuned.□
Douglas Young is a professor of economics at Montana State 
University-Bozeman.
Notes
1 All general revenues and expenditures are included, but liquor stores, 
utilities, and the insurance trusts (unemployment, workers’ compen­
sation, and employee retirement) are excluded. The 2002 fiscal year is 
the most recent data available. Income data are from the previous cal­
endar year. See Bureau o f the Census http://www.census.gov/govs/ 
www/estimate.html.
2The Local Government Severance Tax and the Coal Gross 
Proceeds Tax.
3 Source: National Center for Educational Statistics.
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by James T. Sylvester
C onventional wisdom holds that if rural America simply had more jobs to offer, the population and economic declines of the past 40 years would be reversed. However, recent survey results question the advisability of continuing to spend so 
much effort and money trying to reverse what may be an 
inevitable change.
As an example, consider the proposed reconstruction of 
U.S. 2 into a four-lane highway across Montana and North 
Dakota. The rationale is that improved transportation will 
bring long-hoped-for economic development initiatives. 
Estimated cost of the 660 miles of highway from North 
Dakota to northern Idaho: $1.3 billion. Population of the 
affected area: about 80,000 people. The median age of that 
population: 60.
So does throwing large sums of money at rural areas really 
make sense? Will it help turn around the decline of rural 
communities? In order to answer this question, the underly­
ing foundation of rural communities and economies needs to 
be understood.
Rural Communities
A community starts with families living in close proximity. 
The children are educated in community schools that serve 
as the center of social structure along with churches and 
other groups that bring people together. Government 
provides services such as fire and police protection. Together, 
they generate an economy.
The inter-relationships of these essential elements of a 
community affect the rural economy. Rural communities are 
limited in what they can produce. What, how, and for whom 
to produce goods and services limits the opportunities for 
devel pment.
Rural areas have lots of land. What this land can produce 
is a major limitation on development. Some have timber; 
some have minerals; others have the elephant called agricul­
ture.
Development capital can be provided through different 
initiatives. Government programs such as the Farm Bill 
provide price supports that keep many farms from collapsing. 
Tax incentives and development funds provide support by 
encouraging businesses to locate in a specific area.
Labor, then, is the greatest limiting factor in rural devel­
opment. Many rural communities have median ages o f nearly 
60. That means there are few young people to provide a 
viable labor market in many rural areas. Surveys by The 
University of Montana’s Bureau of Business and Economic 
Research and similar surveys in North Dakota suggest that 
people are only willing to travel about an hour for a job.
Technological Change
Technological change has a tremendous effect on rural 
areas. Prior to the Depression, farms were small -  about 600 
acres or a section -  and equipment was transforming from 
horse-drawn plows to small tractors. After World War II, the 
tractors got bigger and more expensive. Now, farmers have
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large four-wheel-drive tractors that pull 60 to 100 feet of 
summer fallow. Capital replaced labor. One farmer can now 
work several thousand acres (see Figure 1).
Montana’s timber industry has also been affected by 
technological change. In its early days, the timber industry 
relied on logging camps that sent logs down the rivers to 
mills for processing. There were few environmental con- 
straints. Wood was routinely wasted, even burned. Now, mills 
receive their logs by truck and rail. Feller-bunchers have 
replaced sawyers in many instances. Logs are smaller and 
better utilized. Environmental constraints are significant.
Mining has changed even more dramatically because of 
technology. In early Montana, placer claims lined streams; 
tunnels drilled into mountainsides were small and excavated 
by hand. Many miners were needed. Now, mines reach 
thousands of feet into the ground and are drilled with large 
boring machines. Lower-quality ore can now be mined and 
processed, and the footprint of modem mines covers hun­
dreds of acres and utilizes gigantic equipment. Manpower 
needs have declined as productivity has increased.
Even the service industry has evolved with technology. 
Before World War II, retail trade was a general store. Each 
town had a blacksmith; some had a doctor operating out of 
his home. The automobile and improved highways allowed 
people to travel further in the same amount of time. Trade 
centers evolved. General stores became malls, blacksmiths 
became unnecessary, and doctors became specialized. More 
people were required to support a business. Now the Wal- 
Mart SuperCenter and box stores draw customers from 
hundreds of miles away. Many small retail and service 
businesses in small towns cannot compete with these 
monsters.
______________________________________  R u r a l  D e v e l o p m e n t
So technological change drives the development opportu­
nities for rural areas. And limitations created by an area’s 
natural endowment and labor force are constraints on what 
rural development opportunities are available.
The natural endowment limits what can be produced. 
Commodities are already being produced where markets 
exist. Value-added production is often mentioned, but it is 
often cheaper to ship raw materials to an urban market than 
to manufacture and ship many finished products, including 
furniture.
In the Midwest, factory agriculture is often offered as an 
opportunity for economic development. However, many 
communities do not have an available labor force for such 
ventures. These factory farms also have tremendous environ­
mental challenges, primarily odor and water pollution.
Population Dynamics
The small market size of many rural communities also 
limits business opportunities. Studies by the Agricultural 
Extension Service in Northern Plains states such as North 
Dakota and Iowa have developed population thresholds for 
various business types, many associated with tourism-related 
business. In many cases, the minimum population for a small 
retail business is about 500 people -  and many rural commu­
nities have fewer than 500 residents.
Threshold studies in North Dakota suggest a minimum 
market area population of 12,000 for one department store 
such as K-mart. Fifty-one thousand people are necessary for 
two such stores. Wal-Mart looks for a market population of 
100,000. A grocery store requires 1,250. These thresholds 
suggest that only a few communities have development
Figure 1
Technological Change and Agriculture
Source: U.S. Census Bureau.
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Figures 2 & 3
Under 30: Why do you plan to leave?
Under 30: What is your primary reason 
for staying in your community?
Source: The Montana Poll, Bureau of Business and Economic Research, 
The University of Montana-Missoula.
potential. A lack of a labor force and distance are the 
constraints holding back rural economic development.
Is there any way to stop the population loss of these small 
communities?
Because o f the age structure of rural communities, little 
can be done to alter population losses caused by deaths 
exceeding the number o f births. The loss of residents to out' 
migration also creates population declines in areas with little 
in-migration. Unfortunately, most rural communities are 
experiencing both declines.
Migration is the one population dynamic than might be 
influenced and changed. If people can be encouraged to 
move to an area or to remain there, population losses might 
be stemmed.
Several recent surveys by the Bureau of Business and 
Economic Research asked people why they stay in a
community, what they like and dislike about their commu­
nity, and if they plan to leave and why.
H ere’s what the BBER found: People move for family and 
jobs. They stay to be close to family and because their 
hometown is a nice place to live -  if they have a job. What 
people like most are place qualities, including the character 
of rural America. On the other hand, they decry the lack of 
services and adverse social climate of small towns. Poor 
economic opportunity is a dominant reason for leaving.
Our survey data from Montana and other Northern Plains 
states suggest that if a person is living in an area at age 30, 
they will probably remain; residents o f rural areas in the 
Pacific Northwest probably have similar thoughts, given the 
similar demographics of rural communities.
About half of those under the age o f 30 have a very high 
propensity to move -  with more than 40 percent saying they 
plan to move. Why are nearly half our young people planning 
to leave their hometowns? About 40 percent are looking to 
improve their economic opportunities; about 30 percent are 
going away to school or finishing school. More troubling were 
the one in five who said they just want to “get away”
(Figure 2).
Young people stay because o f their strong family ties 
(Figure 3). With the aging population in most rural commu­
nities, these ties will become looser as parents are no longer 
there.
Rural character, natural amenities, and outdoor recre­
ational opportunities are what young people like about their 
communities. Economic development efforts that affect these 
characteristics may influence whether or not our children 
return some day.
But the adverse social climate is the overwhelming dislike 
of rural residents under the age of 30. What do we mean by 
adverse social climate? Lack o f things to do, especially for 
those under age 21.
And what would it take for young people to move back to 
their hometown? A number of those surveyed said “hell 
freezing over,” or some similar cliche. About one in five 
mentioned some sort of family tragedy, such as sick parents 
or a divorce. On a more positive note, about a quarter said a 
good-paying job might entice them to return, but these were 
not respondents whose hometown was located in a declining 
rural community.
So is rural development an oxymoron?
Many small towns in rural America are disappearing, but 
efforts to keep them viable are futile. A growing number of 
rural counties have more deaths than births each year. 
Without new young people in our communities, schools will 
close -  and schools hold a community together. Young people 
also provide the labor force for economic development, and 
without an available labor force, even the best-intentioned 
development efforts will fail.G
James T. Sylvester is director o f survey operations at the 
Bureau of Business and Economic Research.
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W ELLS
FARGO
How far you go financially often 
depends on the power of your team.
There’s a team in Montana dedicated to serving the unique needs of individuals 
with investment portfolios. Your local Wells Fargo Wealth Management Team is 
made up o f specialists in investment management, private banking, and trust and 
estate planning. Working together with your other professional advisors, our team 
can provide you with personalized service and a customized wealth management 
strategy that will help you meet your objectives for your assets, your family, and 
the causes you care about.
For more information, contact Wells Fargo Private Client Services S  we have six 
Montana locations to serve you.
175 N. 27th Street 
Billings, MT 59101 
(406) 657-3496
350 Last Chance Gulch 
Helena, MT 59601 
(406) 447-2050
211 W. Main Street 
Bozeman, MT 59715 
(406) 582-5143
201 1st Avenue East 
Kalispell, MT 59901 
(406) 756-4055
21 Third Street North 
Great Falls, MT 59401 
(406) 454-5490
1800 Russell 
Missoula, MT 59801 
(406) 327-6233
| Investment Products: ►  NOT FDIC Insured ►  NO Bank Guarantee ►  MAY Lose Value |
Private Client Services provides financial products and services through various banking 
and brokerage affiliates o f  Wells Fargo &  Company.
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